Using monthly IRI scanner data
I. Introduction
Using Information Resources Inc. Infoscan data for breakfast cereal sales through supermarkets we estimate consumer savings on cereal purchases due to the public campaign to lower cereal prices in 1995 and 1996. The call for lower cereal prices hit the national news media on March 7, 1995 with the issuing of "Consumers in a Box" by Congressman Samuel Gejdenson (CT) and Senator Charles Schumer (NY). Press coverage was rapid, comprehensive and included several major national TV news shows and virtually all major newspapers in the nation. A second major publicity push occurred on the anniversary of the effort in March 1996, when a Congressional Cereal Forum organized by Gejdenson and Schumer refocused attention on the issue. A month later on April 15, 1996 Phillip Morris/Kraft broke ranks, admitted that cereal prices were too high, and announced a 20 percent across the board price cut (Greenwald, 1996) . Kelloggs followed on June 10 th with a 19 percent price cut on two-thirds of its cereals. (Mayer, 1996) General Mills cut price 11 percent on 42 percent of its volume on June 19 th (Julien, 1996) , and, Quaker cut prices 15 percent on 87 percent of its volume on June 26 th (Quaker, 1996) . On a market share weighted basis these announced price cuts produce an industry average price cut for branded cereals of 9.66%.
This evaluation effort will answer several questions. Did cereal prices net of trade promotions stabilize in 1995 as suggested in "Consumers Still in a Box" (Gejdenson and Schumer, 1996) or did they go down? How much did prices actually drop in 1996? What were the consumer benefits due to actual observed price drops?
Which companies gave back the most on a dollar and percent of sales basis? How much did reductions in the distribution of manufacturers coupons reduce consumer benefits? Did firms reduce advertising expenditures when they cut prices? Finally what is the bottom line estimate for total consumer benefits up to March 1998? : 1993-1998 The Information Resources Inc. (IRI) data set is for 67 four week periods (13 per year) from January 1, 1993 through March 5, 1998. IRI, however, was unable to provide the first three periods for 1995. This gap brackets the March 7, 1995 advent of the public campaign for lower cereal prices. Consequently we have 26
II. Analysis of Cereal Prices
observations (2 years of data) from before the stimulus, approximately 13 observations of industry conduct during this jawboning campaign, and approximately 25 observations after the campaign. The actual split between the last two categories for each firm depends on when it cut shelf prices. The data measure national product movement through supermarkets and mass merchandisers, and prices are net of all in store trade promotions including retailer issued coupons. The IRI data and similar data from the other data utility, A.C.
Neilsen, are routinely used by the cereal firms to plan and evaluate marketing strategies and performance. The only monetary benefits not included in this net price measure are price reductions due to the use of * We would like to acknowledge the helpful comments of James MacDonald; however, responsibility for content rests with the authors.
manufacturer coupons that are distributed directly to consumers. We will estimate such benefits and adjust the IRI based benefits to obtain a complete overview of the monetary impact of the cereal campaign on consumers.
Figure 1 compares an all-RTE cereal price index computed from the IRI data to the Bureau of Labor Statistics consumer price index (CPI) for cereal. Each index is set with the prices from the first quarter of 1988 having a value of 100. This was done for two reasons. That year was the first year that IRI scanner data became available; and the explosive growth phrase in private label cereal consumption started at about that time. The initial index values for January 1993 in Figure 1 give an indication of how prices moved over the previous five years. The CPI increased 38.5 percent and, the IRI all-RTE cereal price index increased 28.2 percent over that period. The primary reason for the difference between the series is that the CPI is essentially a shelf price series. 1 It only measures on pack price discounts. The IRI price series on the other hand, is a net price series that includes price reductions due to the redemption of retailer coupons and other trade offers at checkout. Neither series measures the impact of manufacturer coupons. The divergence in the two price series over the 1988 to 1993 period is due to the increase in use of retailer coupons and other off pack discount programs.
During 1993 and 1994 both price indices increase approximately 10 points. This increase represents the continuation and final phase of the long running price promotion spiral that started in 1983 (Gejdenson and Schumer, 1996) . Shelf prices were increased at a high rate and a portion was given back via trade promotions.
The gap in the all RTE cereal series in Figure 1 indicates the advent of the jawboning effort in March 1995.
The vertical line at period 43 identifies April 1996, the month of the first shelf price cut.
The CPI, as noted by the Congressmen in their March 1996 report "Consumers Still in a Box" was essentially flat during the campaign. Note, however, that the IRI all RTE cereal price index for the April 1995 to March 1996 period dropped from 1994 levels. During the campaign for lower prices the cereal industry did more than keep prices, net-of-trade promotions, flat as the Congressmen conjectured (Gejdenson and Schumer, 1996) . They responded to the adverse publicity by increasing trade promotion activity and lowering cereal prices. The all RTE price index declined 2.8 percent from December 1994 to March 1996. In April 1996 both price indices in Figure 1 began a steep decline that registers the impact of industry's shift from stronger trade promotion to outright cuts in shelf prices. The CPI drops 6 percent by September 1996 and the all RTE cereal index drops 7.9 percent by October 1996. The total price decline from December 1994, the last observation prior to the stimulus, for the all RTE cereal index is 10.5 percent.
Since the cereal industry did not increase announced list wholesale prices during the April 1996 to
March 1998 period, the resumption of a more gradual positive CPI price trend after the 1996 price cuts is most likely due to widening retail margins on cereal. Except for two spikes in the all RTE cereal index due to reduced trade promotions, the price of cereal net-of-trade promotions was essentially flat for the post campaign period. Cereal manufacturers seem to have offset the upward drift in shelf price due to widening retail margins by increasing trade promotions. Note that Ralston, a relatively minor branded cereal player with only 3.8 percent of the market in 1994, primarily its Chex line, had an entirely different pricing strategy during this period. In early 1994 the company decided to harvest its brand franchise in advance of selling it, by raising price above $3.50/lb. and increasing it, with variation around trend, throughout the period. Ralston sold its branded cereal in 1996 to General Mills with the deal closing on January 31, 1997 (Miller, 1996) . As indicated in Table 2 , Ralston's all RTE cereal market share declined during this harvest and exit exercise from 4.1 percent in 1993 to 2.6 percent in 1997.
Given the dominance of Ralston's harvest and exit strategy, we conclude that the jawboning campaign had no effect on Ralston brands, and thus we drop it from further estimation of consumer benefits.
Finally note in Figure 3 that the price cut leadership of Kraft/Post cereals is very apparent. Kraft/Post prices drop in April 1996 and thereafter. Kelloggs and Quaker, the two firms that have brands that compete most directly with the Post line of cereals drop steeply commencing in June 1996. General Mills whose brands are somewhat insulated from the other three leading companies due to strong product differentiation behind its family of Cheerios cereals and its stronger focus on oat based cereals, was somewhat more cavalier in following the price cuts. GM also resumed gradual net-of-trade promotion price increases during 1996 and 1997 whereas the other three leading companies enforced flat net-of-trade retail prices on the market.
As an initial step towards estimating consumer benefits from the jawboning campaign Figure 4 reproduces the actual price series and two forecasts of what prices would have been but for the intervention.
Kraft/Post cereals, the price cut leader, is in panel a. Prices from April 1995, the first period after the intervention, are significantly lower than the 1993-1994 trend line forecast. Kraft's trend line annual growth rate for price was 2.7 percent. The gap between trend and actual prices widens dramatically with the April 1996 announced twenty percent price cut. part due to the oat brand fad, General Mills increased list prices more rapidly than others and relied more heavily on trade promotions to mitigate the widened price gap. As the demand for oat based cereals cooled, General Mills had to maintain stable prices for oat based products. GM actually did this in early 1994 by reducing shelf prices but recapturing most of the price cut by reducing its high rate of trade promotions.
Consequently their prices trend line for 1993-1994 has a very slight downward slope (.2 percent). Nonetheless in 1995 General Mills did deviate from that trend in response to the adverse publicity on cereal prices; and, in 1996 their price cut dropped prices even more. GM, however rebounded aggressively from the price cut. Its prices trend strongly up through all of 1997. Again GM oat based products seem somewhat insulated from the other three leading firms' aggressive price moves. (Dorfman and Steiner, 1954) . Table 2 provides the volume (in millions of pounds) and dollar sales estimates for all RTE cereal, branded, and private label cereal. All RTE cereal volume peaked in 1994 at 2.617 billion pounds, and thereafter during the price cut years declined until it was 2.499 billion pounds in 1997, 4.5 percent below the 1994 level.
Branded cereal volume also peaked in 1994 and declined 5.9 percent during the price cut period. Thus the branded manufacturers cut price and sold less, not more, breakfast cereal. As of March 1998 the adverse publicity about high branded cereal prices has not been entirely neutralized by the price cuts.
This point is corroborated when one examines the private label volume levels in Note that private label share expanded from 3.7 percent in 1988 to 9.7 percent in 1994. Thereafter during the price campaign and later years private label share continued to expand to 11.1 percent of the market in 1997 and fell slightly to 10.8 percent in 1998. Post cereals was the price cut leader; and, they do seem to have reaped some share gain over 1995. Quaker's gain over the period is due to its innovative move towards bagged cereal which has grown rapidly and accounted for 2.6 percent of all-RTE sales in 1998.
The Congressmen called for a reduction in cereal prices, claiming that this direct consumer benefit could be in part financed by a reduction in the industry's very high advertising expenditures. Schumer 1996, 1995) A lower price cost margin due to lower prices leads to a lower optimal (profit maximizing) advertising rate (Drofman and Steiner, 1954) . Table 4 indicates that cereal industry advertising did drop from 1994, the year before the jawboning campaign. Total industry advertising declined from 957 million dollars in 1994 to 783 million dollars in 1997, an 18.2 percent drop. Thus nominal advertising expenditures in 1997 were less than in 1988. Kelloggs and Post/Kraft are responsible for the reduction in advertising. As we saw earlier, they are also the firms that reduced prices most.
IV. Calculating Consumer Benefits
Exactly how much consumers saved due to the campaign to lower cereal prices depends on what one assumes prices would have been if there had been no campaign. It also depends on the estimate of how manufacturer couponing changed and the impact on consumers of those changes. Table 5 presents our benefit estimates for three different "but for the campaign" price assumptions. The benefit estimates are only up to
March 1, 1998 because they use price and quantity data from our IRI data set which ends then. Also these benefit estimates do not include consumer benefits due to price reductions on cereal sold in small store distribution channels (convenience stores, drug stores).
The first benefit estimate in Table 5 Total consumer benefits from changes in shelf prices and in store trade promotions under the time trend forecast option are 2.869 billion dollars for the 35 month period April 2, 1996 to March 1, 1998. It is commonly known that the cereal firms significantly reduced the level of manufacturer coupons distributed when they shifted to a lower shelf prices. As explained in the appendix we estimate the total industry reduction in coupon benefits for the 35 month period to be 425 million dollars. This gives a benefit, net of all coupon reduction benefit totaling 2.444 billion dollars for the 35 month period prior after April 2, 1995.
How reasonable is this estimate? It depends to a large extent upon the slopes of the price forecast trend lines. Information from an earlier IRI quarterly data set at the Food Marketing Policy Center indicates that branded RTE cereal prices, net of trade promotion, grew at a 6 percent average annual growth rate during the 1988-1992 period (Cotterill et al. 1994) This suggests that the price trend forecast lines in Figure 3 for 1993-1994 do not overstate long term price trends.
The second benefit estimate in Table 5 uses the December 1994 price, the last observed price before the advent of the jawboning campaign as the counterfactual price. The price gap is now the difference between this price and actual observed prices during the benefit period. This method assumes that the industry, but for the jawboning campaign, would have held prices constant throughout 1995, 96, 97 and early 1998. Given this industry's past diet of regular price increases, (Gejdenson and Schumer, 1996; Cotterill, 1999) this is a very strong and conservative assumption for benefit estimation.
Examining the 1995-98 total period benefits column, consumers saved 1.522 billion dollars via lower prices, and received 425 million dollars less in coupon benefits giving benefits net of coupon reduction totaling 1.098 billion dollars. Note that the price cut leader, Kraft, now provides dollar benefits of 529 million, almost as much as the largest firm, Kellogg, and these benefits represent 14.9 percent of Kraft's projected sales.
Removing the upside in price projections shifts weight to the firm that led on the downside of actual prices.
Given the "zero price increase from the end of 1994" assumption this estimate of consumer benefits slightly in excess of 1 billion dollars for the 35 month period must be considered a conservative lower bound estimate for actual consumer benefits.
The final estimate in Table 5 looks only at benefits in the period after the announced 1996 price cuts and it takes the price level in the month preceding a firm's 1996 price cut as the counterfactual price. Kraft again has the largest percent benefit rate at 11.5 percent. This compares to their announced 20 percent price cut.
Wholesale list prices may have been cut 20 percent, however actual retail prices declined only 11.5 percent possibly because of reduced trade promotions by Kraft and/or less than full pass through of the price cut by retailers. The bottom line for consumers is a 714 million dollar savings for the remainder of 1996, 1997 and the first eight weeks of 1998. Given that this estimate includes no benefits from lower prices in 1995 and 1996 prior to the announced price cuts, it has to be considered a partial estimate of consumer benefits from the jawboning campaign.
In conclusion the middle estimate is a lower bound, conservative estimate of consumer benefits for the 35 months after April 2, 1995 for which we have actual data. Consumers saved at least 1.098 billion dollars on cereal purchases during this period. Given the persistent upward trend in net of trade promotion cereal prices prior to the jawboning campaign, consumers saved more than that, and most likely saved 2.4 billion dollars.
Since the sales data used here do not include small stores, the reported benefit estimate are understated by roughly 7.7 percent. Thus, total all channel benefits for the 35 month period are most likely 2.633 billion dollars.
One could project these saving rates forward beyond March 1998 and easily generate additional billions of dollars in consumer benefits. The level of future benefits depends on when and how stiffly the industry increases cereal prices. The continued decline in branded cereal purchases mitigates against stiff increases. In fact, on December 15, 1998 Kellogg's announced its first price increase since 1994. Prices will go up an average of 2.7 percent on about two-thirds of its cereal brands (Balu) . Other firms may follow, however this price increase is modest in comparison to those of the 1980s and early 1990s. More importantly, the move provides no sure fire solution to the competitive threat of lower priced cereals and other breakfast options. The Wall Street Journal quotes Goldman Sachs analyst Nomi Ghez, a leading expert on food industries when it states:
"[Kellogg's] says the 'price action' will provide money to invest in product innovation and marketing, which it hopes will stimulate growth in the stagnant cereal category. But if new products aren't exciting enough, Ms. Ghez believes that price increases generally don't spur category growth. Often, higher prices encourage consumers to simply switch from high-priced brands to inexpensive private-label cereal. 'It's almost a no-win situation,' she says." (Balu) .
Branded breakfast cereals no longer enjoy the consumer franchise that they owned for most of this century.
Estimating the Impact of Manufacturer Coupons on Consumer Benefits
We only have industry and third party estimates of the value of manufacturer coupons for 1993.
FACT:
In 1993, two separate sources indicate that the dollar value of manufacturer coupons redeemed was $440 million, approximately 5% of sales. (Cotterill, 1999) FACT: AC Nielsen average face value per coupon was: (Ellingson, 1998 (Ellingson, ) 1993 (Ellingson, 1994 (Ellingson, 1995 (Ellingson, 1996 (Ellingson, 1997 Table A1 gives the total dollars paid to consumers and changes in those benefit streams for 1993 to 1997. Table 4 . Annual Advertising Levels for Cereal Manufacturers and Cereal Industry, 1988 , 1993 -1997 . 
